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'HQ%XWWHUDQG0RUJDQ7KHDQDO\VHVRIWKH&3%DUHZLGHO\XVHGDVLQSXWIRUVRFLDOHFRQRPLFSROLF\GLVFXVVLRQV$PDMRUDQGXQLTXHH[DPSOHRI WKLV IXQFWLRQLQJRI WKH&3% LQSROLF\FRQVHQVXVRU UDWKHU FRPSURPLVH IRUPDWLRQ RFFXUV LQ \HDUV LQ ZKLFK JHQHUDO HOHFWLRQV IRUSDUOLDPHQW WDNHSODFH7KHPDMRUSROLWLFDO SDUWLHV WKHQ DVN WKH&3% WR FDOFXODWH WKH
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HIIHFWV RI WKHLU HOHFWLRQ SURJUDPPHV RQ HFRQRPLF JURZWK HPSOR\PHQW LQFRPHGLVWULEXWLRQ DQG VR RQ 7KH FRQVHTXHQFHV RI WKH GLIIHUHQW HOHFWLRQ SURJUDPPHV DUHZLGHO\ VSHOOHG RXW LQ WKHPHGLD VHH HJ WKH DUWLFOHV LQ*UDDIODQG DQG5RV 6HHPLQJO\LWLVDOPRVWDUHDOLVDWLRQRI7LQEHUJHQ¶VGUHDPWRVHSDUDWHWKHNQRZOHGJHRQWKHZRUNLQJRIWKHHFRQRP\ZKLFKLVFRQWDLQHGLQWKHPRGHOVXVHGE\WKH&3%DQG WKHQRUPDWLYHSUHIHUHQFHVRQ WUDGHRIIVEHWZHHQSROLF\JRDOVZKLFKZLOO GLIIHUIRU HDFK SROLWLFDO SDUW\ ,Q IDFW WKLV SURFHGXUH KDV SURYHQ WR EH EHQHILFLDO LQ WKHIRUPDWLRQRIFRDOLWLRQJRYHUQPHQWVDQGLQGUDIWLQJWKH³JRYHUQPHQWDJUHHPHQW´WKDWLVVLJQHGE\WKHYDULRXVSROLWLFDOSDUWLHVZKRFRRSHUDWHLQWKHFRDOLWLRQJRYHUQPHQW,Q WKH SRVWHOHFWLRQ GLVFXVVLRQVZKHQ D QHZ JRYHUQPHQW KDV WR EH IRUPHG SROLF\PHDVXUHV SXW IRUZDUG E\ WKH YDULRXV SROLWLFDO SDUWLHV WKDW KDYH DFFRUGLQJ WR WKHFDOFXODWLRQVRIWKH&3%WKHODUJHVWIDYRXUDEOHHIIHFWVRQWKHPDMRUSROLF\JRDOVKDYHWKHEHVWFKDQFHWREHLQFOXGHGLQWKHJRYHUQPHQWDJUHHPHQW
)RXQGDWLRQRI/DERXUDQG6RFLDO(FRQRPLF&RXQFLO,WLVW\SLFDOIRUWKHLQVWLWXWLRQDOVHWXSRIWKHVRFLDOGLDORJXHLQWKH1HWKHUODQGVWKHVRFDOOHG 'XWFK SROGHU PRGHO WKDW WKH VRFLDO SDUWQHUV DUH DW WKH KHDUW RI WKHFRQVXOWDWLRQ VWUXFWXUH IRU HFRQRPLF DQG VRFLDO SROLF\ 7KH ³)RXQGDWLRQ RI /DERXU´67$5LVWKHIRUPDOSODWIRUPZKHUHHPSOR\HHVDQGHPSOR\HUVPHHWHDFKRWKHURQDVWUXFWXUDOEDVLV,WZDVIRXQGHGLQDVDSULYDWHRUJDQLVDWLRQDQGDFWVDVDELODWHUDOGLVFXVVLRQ IRUXP LQ WKH ILHOG RI ODERXU VWDQGDUGV IRU XQLRQV DQG HPSOR\HUDVVRFLDWLRQV7KH VHDWV DUH HTXDOO\ GLYLGHG EHWZHHQ WKH WZR DQG ERWK VLGHV GHOLYHURQHRIWKHWZRFKDLUPHQ7KHUHVXOWVRIWKHGLVFXVVLRQVDUHVWDWHGLQVRFDOOHG³FHQWUDODJUHHPHQWV´7KLVRFFXUVDERXWRQFHLQWZRRUWKUHH\HDUV<HW WKH PDMRU IRUXP IRU SROLWLFDO GLVFXVVLRQV LV WKH 6RFLDO (FRQRPLF &RXQFLO6(5 7KH 6(5 LV WKH PDLQ SROLF\ DGYLVRU\ ERDUG IRU WKH JRYHUQPHQW UHJDUGLQJVRFLDO HFRQRPLF LVVXHV ,WV FRQVWHOODWLRQ LV WULSDUWLWH /DERXU XQLRQV HPSOR\HUDVVRFLDWLRQVDQGLQGHSHQGHQW³PHPEHUVRIWKHFURZQ´HDFKSRVVHVVHVRQHWKLUGRIWKHVHDWV 7KH ³PHPEHUV RI WKH FURZQ´ FRQVLVW RI SURIHVVRUV LQ HFRQRPLFV RU ODZSROLWLFLDQVWKHSUHVLGHQWRIWKH'XWFK&HQWUDO%DQNDQGWKHGLUHFWRURIWKH&3%,WLVWKURXJKWKHVHLQGHSHQGHQWPHPEHUVWKDWWKHSROLF\GLVFXVVLRQVZLWKLQWKH6(5EHQHILWIURPWKHLQVLJKWVRIVFLHQWLILF UHVHDUFK7KHDQDO\VHVRI WKH&3%DQGDOVRRIWKH'XWFK&HQWUDO%DQNFDUU\D ODUJHZHLJKW LQ WKHVHGLVFXVVLRQV3ROLF\DGYLVHVE\WKH6(5DUHSUHSDUHG LQFRPPLWWHHVZKHUHLQUHSUHVHQWDWLYHVRI WKH WKUHH FDWHJRULHV
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GLVFXVVDQGDPHQGWH[WVGUDIWHGE\ WKH6(5V6HFUHWDULDW5HSUHVHQWDWLYHVRIYDULRXVPLQLVWULHV DWWHQG WKHVH FRPPLWWHH PHHWLQJV EXW IRUPDOO\ WKH\ DUH REVHUYHUV 7KH\ZLOOQRWWDNHSDUWLQGLVFXVVLRQVXQOHVVWKH\DUHDVNHGWRSURYLGHUHOHYDQWLQIRUPDWLRQ6RXQOLNHLQRWKHUFRXQWULHVZKHUHWKHWKLUGSDUW\LQWULSDUWLWHFRXQFLOGLVFXVVLRQVLVWKH JRYHUQPHQW LQ WKH 1HWKHUODQGV VFLHQWLVWV DV LQGHSHQGHQW WKLUG SDUW\ LQ WKHGLVFXVVLRQ VHH WR LW WKDW WKH VRFLDO SDUWQHUV GR QRW FRPH WR DJUHHPHQWV ZKLFK DUHKDUPIXOWRVRFLHW\DVDZKROHVLQFHWKHFRVWVRIWKHSROLF\PHDVXUHVDJUHHGXSRQDUHVKLIWHGWRWKHVRFLHW\2EYLRXVO\LWLVLPSRUWDQWIRUWKHLPSDFWRIWKH6(5UHFRPPHQGDWLRQVWKDWWKH\DUHVXSSRUWHGXQDQLPRXVO\,WLVTXLWHH[FHSWLRQDOWKDWWKHJRYHUQPHQWZRXOGGLVUHJDUGD6(5 XQDQLPRXV SROLF\ UHFRPPHQGDWLRQ 7KH LQGHSHQGHQW PHPEHUV RI WKH FURZQZKLFKE\WKHZD\UHSUHVHQWWKHYDULRXVSLOODUVLQWKH'XWFKVRFLHW\FDQEHKHOSIXOLQUHDFKLQJDFRQVHQVXVUHFRPPHQGDWLRQLQLQIRUPDOGLVFXVVLRQV7KH6(5FKDLUPDQZKRLVDOVRDQLQGHSHQGHQWPHPEHUDQGXQGHUVWDQGDEO\KDVDFUXFLDOSRVLWLRQLQWKLVLQVWLWXWLRQDOLVHGVRFLDOGLDORJXHSOD\VDPDMRUUROH7KH 6(5 WKXV VHUYHV WZR PDLQ SXUSRVHV )LUVWO\ LW ZRUNV DV D GHYLFH IRU WKHJRYHUQPHQW WR JHW LQIRUPHG DERXW WKH SRLQWV RI YLHZ RI HPSOR\HH DQG HPSOR\HURUJDQLVDWLRQV UHJDUGLQJ VRFLDOHFRQRPLF LVVXHV (VSHFLDOO\ WKH XQDQLPRXVUHFRPPHQGDWLRQVJLYHFOXHVWRWKHJRYHUQPHQWDERXWZKLFKSROLF\PHDVXUHVZLOOEHVXSSRUWHG E\ VRFLHW\ 6HFRQGO\ WKH 6(5 ZRUNV DV D SODWIRUP WKDW EULQJV WRJHWKHUHPSOR\HHDQGHPSOR\HURUJDQLVDWLRQVWR WDONZLWKHDFKRWKHUDERXWVRFLDOHFRQRPLFPDWWHUV2QH RI WKHPDMRU DVSHFWV LQ WKHVH QHJRWLDWLRQV LV WKDW WKHPDLQ QHJRWLDWRUVUHJXODUO\PHHWHDFKRWKHULQERWKIRUPDODQGLQIRUPDOPHHWLQJV,WFDQEHUHJDUGHGDVWKHUHSHDWHGJDPHDVSHFWRIWUXVWIRUPDWLRQLQWKHVRFLDOGLDORJXHZKLFKHQKDQFHVWKHH[FKDQJHRILQIRUPDWLRQRQHFRQRPLFGHYHORSPHQWV/LNHWKLVWKHUHLVQRPXFKQHHGWR WKUHDWZLWKDVWULNHRU WRFDOODVWULNH LQRUGHU WRREWDLQPRUH LQIRUPDWLRQRQ WKHRWKHUSDUW\¶VSRVLWLRQ
 &RPSDULVRQRILQVWLWXWLRQVLQ)UDQFHDQGWKH1HWKHUODQGV
2QHRIWKHPRVWVWULNLQJGLIIHUHQFHVEHWZHHQWKHWZRFRXQWULHVLVWKDW)UDQFHODFNVDQHTXLYDOHQWRUJDQLVDWLRQIRUWKH'XWFK)RXQGDWLRQRI/DERXU67$58QOLNHLQWKH1HWKHUODQGVWKH)UHQFKHPSOR\HUV¶RUJDQLVDWLRQVDQGWUDGHXQLRQVDUHQRWLQYROYHGLQQHJRWLDWLQJFROOHFWLYHODERXUDJUHHPHQWVDWDFHQWUDOOHYHO7KLVLPSOLHVWKDWLQ)UDQFHQR QDWLRQDO FRRUGLQDWLRQ RI ZDJH EDUJDLQLQJ H[LVWV &HQWUDO FRRUGLQDWLRQ LQ 7KH
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1HWKHUODQGVSURYRNHGHIIHFWLYHFRRSHUDWLRQDQGSUHYHQWHGLPSRUWDQWULYDOU\EHWZHHQWKH YDULRXV XQLRQV DOWKRXJK WKH\ PLJKW KDYH EHHQ IRXQGHG DURXQG GLIIHUHQWLGHRORJLFDO SULQFLSOHV 7KH )UHQFK VLWXDWLRQ ZLWKRXW FHQWUDO FRRUGLQDWLRQ DQG WKHFRPSHWLWLYH V\VWHP RI &(6 UHSUHVHQWDWLRQ HQFRXUDJHV FRPSHWLWLRQ EHWZHHQ WKHYDULRXVXQLRQRUJDQLVDWLRQV$OWKRXJKWKH'XWFK6(5DQGWKH)UHQFK&(6DSSHDUWRKDYHDERXWWKHVDPHUROHLQWKHVRFLDOGLDORJXHLQERWKFRXQWULHVFRQVLGHUDEOHGLIIHUHQFHVVXUIDFH:LWKLQWKH&(6 PDQ\ PRUH VWDNHKROGHU RUJDQLVDWLRQV DQG OREE\ JURXSV KDYH FODLPHGUHSUHVHQWDWLRQWKDQLQWKH6(5ZKHUHWKHVRFLDOSDUWQHUVSOD\DPDMRUUROH,PSOLFLWO\WKLVUHVXOWVLQDZHDNHUYRLFHIRUWKH)UHQFKVRFLDOSDUWQHUVLQWKH&(6DQGWKHUHIRUHOHVV LQIOXHQFH RQ JRYHUQPHQW SROLF\ 7KH VHFRQG UHODWHG GLVVLPLODULW\ LV WKDW LQ WKH1HWKHUODQGV WKH 6(5 LV LQVWLWXWLRQDOLVHG WR EH PXFK PRUH LQGHSHQGHQW IURPJRYHUQPHQWLQWHUYHQWLRQWKDQWKH&(6LQ)UDQFH7KH'XWFKJRYHUQPHQWKDVQRVD\LQWKH DSSRLQWPHQW RI 6(5 PHPEHUV ZKHUHDV LQ )UDQFH DERXW RQHWKLUG RI WKH &(6PHPEHUVDQGDOORIWKHVHFWLRQPHPEHUVDUHDSSRLQWHGE\WKHJRYHUQPHQW7KH'XWFK6(5 DQG WKH )UHQFK &(6 GLIIHU DOVR LQ WKH ZD\ WKH\ GUDIW WKHLU SROLF\UHFRPPHQGDWLRQV :KHUHDV &(6 UHFRPPHQGDWLRQV XVXDOO\ FRPSULVH D QXPEHU RIGLIIHUHQW YLHZV RQ SROLF\ LVVXHV DQG D FRXQW RI WKH QXPEHU RI YRWHV RI KRZPDQ\PHPEHUVVKDUHHDFKRIWKHVHYLHZVWKH6(5WULHVKDUGWRUHDFKDJUHHPHQWRQSROLF\LVVXHVDQGFRPHWRXQDQLPRXVUHFRPPHQGDWLRQV:KHQXQDQLPRXVDJUHHPHQWLVQRWUHDFKHGGLVDJUHHPHQWLVPLQLPLVHGDQGWKHWH[WRIWKHUHFRPPHQGDWLRQVLQGLFDWHVE\QDPH ZKLFK PHPEHUV KDYH GLIIHUHQW RSLQLRQV DERXW VSHFLILF DVSHFWV RI WKH SROLF\SURSRVDOV,QSULQFLSOHWKH&3%LQ WKH1HWKHUODQGVDQG WKH ,16(( WKH'3DQG WKH&*3LQ)UDQFH KDYH DERXW WKH VDPH UROH LQ SROLF\ SUHSDUDWLRQ :LWKLQ WKH ,16(( GDWDFROOHFWLRQ LVPDGH LQGHSHQGHQW IURP GDWD DQDO\VLV ZKHUHDV LQ WKH 1HWKHUODQGV WKH&HQWUDO %XUHDX RI 6WDWLVWLFV &%6 ZKLFK LV QRZDGD\V SODFHG DW GLVWDQFH IURPJRYHUQPHQWFRQWURO FRQGXFWV LQGHSHQGHQWGDWD FROOHFWLRQ<HW LW VHHPV WKDW ,16((DQG'3DQDO\VHVKDYHIDU OHVV LQIOXHQFHRQ WKH)UHQFKSROLF\GLVFXVVLRQV WKDQ&3%DQDO\VHVKDYHRQSROLF\GLVFXVVLRQVLQWKH1HWKHUODQGV$VLPLODULW\LQWKHLQVWLWXWLRQDOVHWXSRI ODERXUUHODWLRQVLQERWKFRXQWULHV LV WKDWPRVW FROOHFWLYH ODERXU DJUHHPHQWVEHWZHHQ WKH VRFLDO SDUWQHUV DUHPDGH ELQGLQJ E\WKH JRYHUQPHQW IRU DOOZRUNHUV ± XQLRQPHPEHUV DQG QRQXQLRQPHPEHUV ± LQ WKHVHFWRUWRZKLFKWKHDJUHHPHQWDSSOLHV7KLVLVUHPDUNDEOHDVLQERWKFRXQWULHVWKHUDWH

RI XQLRQ PHPEHUVKLS KDV IDOOHQ DQG LV QRZDGD\V UDWKHU ORZ )UDQFH HYHQ KDV WKHORZHVWPHPEHUVKLS UDWH RI WKH(XURSHDQ XQLRQ %HVDQFHQRW DQG9UDQFHDQX )XUWKHUPRUH WKHQXPEHURIZRUNHUV WKDW LV ERXQGE\ FROOHFWLYH DJUHHPHQWV LV YHU\KLJK LQ)UDQFHZLWK FRYHUDJH RI DERXW  ,Q WKH1HWKHUODQGV  WRW RI WKHZRUNHUVLVFRYHUHGE\FROOHFWLYHDJUHHPHQWV7KH OHJLVODWLRQZLWK UHVSHFW WR FDOO D VWULNH LQ RUGHU WR UHVROYH D ODERXU GLVSXWHVHHPVWRKDYHEHHQVRPHZKDWPRUHOLEHUDODQGOHVVUHVWULFWLYHLQ)UDQFH WKDQ LQ WKH1HWKHUODQGV:KHUHDV LQ)UDQFH MXGJHV FDQQRW IRUELG D VWULNH LQ WKH1HWKHUODQGV DMXGJHZLOO WHVWZKHWKHU WKH VRFLDO SDUWQHUV KDYHPDGH HQRXJK HIIRUW WR SUHYHQW WKHVWULNH7KH'XWFKOHJLVODWLRQLVDOVRVWULFWHUZLWKUHVSHFWWRWKHULJKWWRVWULNHIRUFLYLOVHUYDQWVDOWKRXJKDYHUGLFWRIDOORZVVXFKDFWLRQIRUFLYLOVHUYDQWVLQSULQFLSOH$OO LQ DOO ZH FRQFOXGH WKDW WKH PDMRU GLIIHUHQFHV EHWZHHQ )UDQFH DQG WKH1HWKHUODQGV DULVH IURP WKH H[WHQWRIJRYHUQPHQW LQWHUIHUHQFH LQ ODERXU UHODWLRQV ,QWKH1HWKHUODQGVWKHJRYHUQPHQWKDVUHIUDLQHGPRUHDQGPRUHIURPLQWHUIHULQJLQWKHVRFLDO SDUWQHUV¶ QHJRWLDWLRQV RQ ODERXU UHODWLRQV <HW WKH WKUHDW RI SRVVLEOHLQWHUIHUHQFH KDVPRWLYDWHG WKH VRFLDO SDUWQHUV WR EH FRRSHUDWLYH DQG WR DYRLG VXFKLQWHUIHUHQFH 7KH QHHG WR FRRSHUDWH HQKDQFHV WUXVW LQ WKH QHJRWLDWLRQ SURFHVV VHHDOVR'HQ%XWWHUDQG0RVFK7UDGLWLRQDOO\ LQ)UDQFHPXFKGLUHFWJRYHUQPHQWLQWHUYHQWLRQLQWKHQHJRWLDWLRQVEHWZHHQWKHVRFLDOSDUWQHUVFDQEHIRXQG7KLV ODUJHJRYHUQPHQWDO LQIOXHQFH RQ WKH RXWFRPH RI WKH QHJRWLDWLRQV FDXVHV GLVWUXVW DQGHQKDQFHG IHHOLQJV RI SRZHUOHVVQHVV EHWZHHQ WKH VRFLDO SDUWQHUV :KHUHDV LQ WKH1HWKHUODQGVVRFLDOSDUWQHUVWU\KDUGWRUHDFKDQDJUHHPHQWE\PHDQVRIWKHFRQVHQVXVPRGHOLQ)UDQFHZHVHHZKDWZHPD\FDOOµWKHSURGXFWLYHFRQIOLFWPRGHO¶DWZRUN,QWKLVPRGHOLWLVWULHGWRUHVROYHGLVSXWHVE\FRQIURQWDWLRQ7KLVKDVDOVRWRGRZLWKWKHUHSXEOLFDQWUDGLWLRQLQ)UDQFHDQGWKHVRFLDO&ROEHUWLVPZLWKDGRPLQDQWUROHIRUWKHFHQWUDOLVHGVWDWHZKLFKWULHVWRPRQRSROLVHWKHSRZHUWRPDNHGHFLVLRQVLQRUGHUWRUHDFKFHUWDLQSROLWLFDODQGVRFLDOJRDOV,Q)UDQFHLWLVWKHSROLWLFDOHOLWHWKDWGHFLGHVDERXWSROLF\PDWWHUVZLWKRXWPXFKFRQVXOWDWLRQ,WZLOOZLWKGUDZRUDGDSWWKHSROLF\PHDVXUHVZKHQWKH\HYRNHWRRPXFKSURWHVWDQGOHDGWRFRQIOLFW,QWKH1HWKHUODQGVKRZHYHUWKHLQVWLWXWLRQDOVHWXSLVPXFKPRUHGLUHFWHGWRFRQVXOWDWLRQDQGWRFRPHWRDFRQVHQVXVDJUHHPHQWRQSROLF\SODQV7KHDGYDQWDJHRIWKH'XWFKFRQVHQVXVPRGHOLV WKDW OHVV FRVWO\ FRQIOLFWV DULVH +RZHYHU WKH GLVDGYDQWDJH DV FRPSDUHG WR WKH)UHQFKFRQIOLFWPRGHO LV WKDWFRPLQJ WRDQDJUHHPHQWPD\EHYHU\ WLPHFRQVXPLQJDQGWKDWFRPSURPLVHSROLF\PHDVXUHVPD\EHLQHIILFLHQWVHHHJWKHIDLOLQJHIIRUWVLQ
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WKH1HWKHUODQGVWRFRPHWRDUHIRUPRIWKHFRVWO\GLVDELOLW\SURYLVLRQV6XEVHTXHQWO\LQ )UDQFH REVWDFOHV OLH ZLWK SROLF\ H[HFXWLRQ ZKLOH LQ WKH 1HWKHUODQGV SROLF\SUHSDUDWLRQLVPRVWWLPHFRQVXPLQJ
 7\SRORJ\RIVWULNHV7KHSUHYLRXV VHFWLRQH[SODLQVZK\GLIIHUHQFHV LQ WKHRUJDQLVDWLRQDO VHWXSRI WKHVRFLDO GLDORJXH OHDG WR GLIIHUHQFHV LQ VWULNH DFWLYLW\ LQ WKH1HWKHUODQGV DQG )UDQFH7KLV VHFWLRQ GLVFXVVHV WKHVH GLIIHUHQFHV LQ VWULNH DFWLYLW\ E\ WDNLQJ D FORVHU ORRN DWWLPH VHULHV HYLGHQFH RQ VWULNHV LQ ERWK FRXQWULHV ,/2  2(&' )LJXUHVKRZVWKH WLPHSDWWHUQRI WKH WRWDOQXPEHURIVWULNHV LQ WKHSHULRGIURPWLOO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